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Report on the Evaluation of a Submitted Ph.D Dissertation 
 
Name: Charosporn Chalermtiarana 
Title: Financial and Trade Integration and Economic Growth in East Asia  
邦語タイトル：東アジアにおける金融および貿易の統合と経済成長 
 
I. Overview of the Dissertation 
 The objectives of this dissertation are two-fold. One is to analyze and discern 
the patterns of financial and trade flows in East Asia and the other is to examine their 
impacts on economic growth. To achieve these objectives, the dissertation undertakes 
various kinds of analyses including quantitative and econometric analyses of the 
determinants of financial and trade flows, descriptive and comparative analyses of the 
financial policies in various countries in East Asia. The dissertation also examines the 
impacts of financial policy coordination, which has been discussed in the region 
intensively in recent years, on economic growth. Among various forms of financial 
flows, this dissertation focuses on portfolio investment because of data availability. 
 The followings are the main results of the analysis. First, the level of regional 
integration is higher for international trade in comparison with financial flows. This 
result indicates possible vulnerability of East Asia in the wake of financial crisis that 
originates outside the region. Expansion of intraregional financial flows is needed to 
minimize such risk. Second, bilateral trade and financial flows are found to be closely 
correlated to each other. This is consistent with the expectation that trade results in 
financial transactions, while financial flows such as trade finance facilitate trade. Third, 
trade flows are found to promote economic growth but financial flows are not. The 
finding on the impacts of trade on economic growth is consistent with previous studies, 
while the finding on the impacts of financial flows on economic growth is somewhat 
unexpected. However, a closer examination of financial flows reveals that intraregional 
financial flows are found to promote economic growth while overall financial flows, 
which include not only intraregional but also extra-regional financial flows, do not 
contribute to economic growth. These findings appear to indicate that financial flows 
originated in external regions such as the United Stated and Europe tend to be 
speculative and destabilizing flows, thus do not contribute to economic growth. On the 
contrary, financial flows originated inside the region are invested in productive purposes, 
thus contributing to economic growth. Fourth, financial policy coordination is not found 
to be effective in promoting economic growth. One of the important policy implications 
from the study is the importance of developing financial markets, which would result in 
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the expansion of intra-regional financial flows, which in turn would promote economic 
growth.  
 
II. Contents of the Dissertation 
 
Chapter Outline 
Chapter 1: Introduction 
Chapter 2: Financial flows in East Asia 
Chapter 3: Relationship between trade flows and financial flows 
Chapter 4: The effects of trade flows and financial flows on economic growth 
Chapter 5: Financial sector in East Asia 
Chapter 6: Financial and monetary policy coordination 
Chapter 7: Summary and Conclusions 
 
 Chapter 1 introduces the issues to be analyzed in the dissertation, that is, 
financial and trade integration and economic growth in East Asia. The author begins 
with the background of the analysis and then turn to the objectives of the study. The 
author discusses the originality of the analysis and ends with brief presentation of the 
following chapters. 
 Chapter 2 examines the structure of overall external activities in the East Asian 
region by focusing on financial transactions such as direct investment, portfolio 
investment and other investment. The assessment indicates that East Asia economies 
largely depend on sources outside of the region for their funds. This observation is made 
clearer as the share of intra-regional financial flows in region’s total financial flows is 
around 10 percent, much lower than the corresponding share of approximately 40 
percent for international trade. High dependence on financial resources from outside of 
the region makes East Asia vulnerable to the shocks originated outside of the region. 
Indeed, the global financial crisis, which originated in the United States, has affected 
East Asia through its impacts on financial flows as well as trade flows. The fact that 
East Asia’s net financial position vis-à-vis the rest of the world is in huge deficit 
indicates that region’s savings are not invested directly in the region but they are 
invested via intermediation by the financial institutions in the US and Europe. These 
observations argue for the need to develop financial mediation mechanism in East Asia, 
so that region’s savings may be invested in the region without intermediation by the 
financial institutions in the US and Europe, enabling East Asia to avoid or minimize the 
financial shocks originated outside the region. 
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 Chapter 3 examines whether trade and financial integration relates to each other. 
By using a gravity model, the analysis in this chapter finds strong positive relationship 
between the two main focus variables, bilateral trade and portfolio investment flows, 
resulting in supporting each other. The positive relationship between intraregional trade 
and financial flows may be explained by the facts that trade financing plays an 
important role in connecting these two variables and that trade leads to financial 
transactions.  
 Chapter 4 analyzes the impacts of trade and financial flows on economic 
growth for East Asian countries. Conducting regression analyses using the framework 
of an endogenous growth model, the analysis finds that international trade flows both in 
terms of overall trade and intraregional trade are found to contribute to economic 
growth. This finding is consistent with the expectation. The impacts of financial flows 
on economic growth are quite interesting. Overall financial flows that include both 
intra-regional and extra-regional financial flows are not found to promote economic 
growth, while intraregional financial flows are found to contribute to economic growth. 
These contrasting observations appear to reflect the following interesting developments. 
Financial flows from extra-regional sources tend to have destabilizing effects as a 
substantial part of these financial flows are speculative. By contrast, intraregional 
financial flows are used mostly for productive purposes, thus contributing to economic 
growth. 
 Chapter 5 examines the development of financial sector in East Asian countries 
and financial cooperation in the East Asia region since the Asian financial crisis. All the 
countries examined have improved their financial sector in the following areas; 
monitoring and improving governance and transparency in banking sector; managing 
risks of capital markets; and managing cross-border financial flows to prevent financial 
crisis. Furthermore, many countries liberalized their financial and capital markets as 
well as foreign exchange market. In addition, regional cooperation in monetary and 
financial sectors such as the Chiang Mai Initiative and the Asian Bond Market Initiative 
have made substantial progress with an objective of promoting economic growth by 
avoiding or minimizing financial risks. Despite progress in the discussions on monetary 
and financial cooperation, there remains a lot of room for further cooperation, because 
the differences in the stages in economic development and financial development 
among the East Asian countries have made it difficult for them to establish the similar 
policy objectives among the countries. Opposing views among these countries include 
the debate between price stability and economic growth as policy objectives. 
 Chapter 6 analyzes the effectiveness of policy coordination in promoting 
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economic growth of the East Asian countries. Extending the economic growth model 
utilized in Chapter 3, the author included policy coordination variables in the regression 
model for explaining economic growth. The types of policy coordination examined in 
this chapter are exchange rate coordination and interest rate coordination. The results of 
the analysis show that exchange rate coordination promotes economic growth while 
interest rate coordination does not have significant impacts on economic growth. The 
positive contribution of exchange rate coordination is consistent with the expectation in 
that small fluctuations in exchange rates, or stable exchange rates, would facilitate 
international trade and financial transactions, thereby contributing to economic growth. 
Ineffectiveness of interest rate coordination, which was detected in the analysis, may be 
due to underdevelopment of financial markets in many East Asian countries. As such, 
financial markets do not function well to facilitate financial transactions. 
 Chapter 7 summarizes the results of the analysis conducted in the dissertation 
and then provides some concluding remarks. The two main questions that this 
dissertation addressed are the impacts of intraregional trade and financial flows on the 
one hand and financial and monetary policy coordination on the other hand on 
economic growth. The analysis found that both intraregional trade and financial flows 
contributed to economic growth as expected. However, it was also found that the levels 
of intraregional dependence differ substantially between trade and financial flows. The 
fact that intraregional dependence in terms of trade is substantially greater compared to 
financial flows appears to reflect the fact that financial markets in East Asian countries 
are not sufficiently developed and/or connected to each other. Further liberalization as 
well as development of financial sector is needed to promote intraregional financial 
flows, which in turn would contribute to economic growth of the East Asian countries. 
As to the impacts of financial and monetary policy coordination on economic growth, 
the results of the analysis are somewhat mixed. Exchange rate policy coordination 
seems to have positive impacts on economic growth but financial policy coordination 
does not. The absence of the expected positive effects of financial policy coordination 
on economic growth may be due to the underdevelopment of financial sector in East 
Asia. Further work on these issues need to be pursued. 
 
III. Evaluation 
 Financial flows play a very important role in economic activities. Indeed, 
financial flows in the economy are often regarded as blood in the human body. 
Accordingly, efficient and smooth flows of financial resources are needed for the 
economy to function well. The importance of financial flows in economic activities can 
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be understood once one realizes that during the last 15 years the world economy 
suffered tremendously from two financial crises, the Asian financial crisis in 1997 and 
the global financial crisis in 2008. As a result of the Asian financial crisis, many East 
Asian countries experienced negative GDP growth, while many developed countries 
including Japan experienced negative growth as a result of the global financial crisis. 
Indeed, the negative impacts of the global financial crisis still linger on as European 
countries are facing very serious economic situation even now. 
 Another notable development in recent years in the world economy is rapid 
advances in regionalization of economic activities. Regionalization of economic 
activities has been driven mainly by two forces, one is market mechanism and the other 
is establishment of regional institutions or frameworks such as free trade agreements. 
East Asia is no exception. Until the turn of the century market-driven regionalization 
made substantial progress, while the elements of institution-driven regionalization 
started to emerge in the 21st century. 
 In light of these recent developments, the choice of the topic for the 
dissertation, “Financial and Trade integration and Economic Growth in East Asia,” is 
quite appropriate. The dissertation focuses on financial issues, mainly because of the 
author’s recognition about the negative impacts of the Asian financial crisis. The author 
is very interested in finding the ways to avoid another crisis and at the same time the 
author is very keen on formulating financial policies and policies associated with 
financial sectors, in order to maximize the benefits of active financial flows. 
 The dissertation makes a number of contributions to the field of international 
financial flows with a focus on regional aspects in East Asia. First, the author analyzed 
the issues of international/regional financial flows and trade jointly. The linkage 
between financial flows and trade flows has been recognized by many observers, but the 
earlier analyses examined these two types of flows separately. By analyzing these two 
flows jointly in a proper fashion, the author could obtain reliable statistical results. 
Second, the impacts of policy coordination were analyzed quantitatively. Various studies 
have examined the patterns of policy coordination but very few studies have examined 
its impacts on economic growth. Devising variables reflecting policy coordination is a 
challenge but the author came up with several interesting variables. Although the 
statistical results were not satisfactory, the author’s attempt is commendable. Third, the 
author presents an up-to-date analysis of recent developments in financial flows, 
financial policies, and financial markets in East Asia. As the financial policies and 
developments in financial markets in East Asia went through vast changes in recent 
years, an up-to-date analysis is very useful but very difficult. The author has an 
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advantage in obtaining up-to-date information on these matters as the author works for 
the Ministry of Finance of the Government of Thailand. 
 Having discussed the main contributions of the dissertation, the committee 
members have identified several areas for future research on the subject. First, because 
of data (un)availability the author examined portfolio investment only. As other forms 
of financial flows, which include foreign direct investment, bank loans, and others, also 
play important roles in affecting economic activities, these other forms of financial 
flows should be analyzed. Second, the analysis covered only East Asian countries. 
Expansion of country coverage would be useful as such analysis would reveal special 
characteristics of East Asian countries. Third, an extension of the data period is desired, 
as an analysis of long time-series data would shed lights on the causal relationship 
among the variables considered in the analysis such as trade and financial flows.  
 
IV. Decision of the Committee 
 Considering the results of careful assessment of the submitted dissertation, 
which is presented in section III of this report, the oral presentation of the dissertation 
and subsequent discussions, which was held on December 9, 2011, the Committee 
members came to a unanimous decision that Charosporn Chalermtiarana, the author of 
the submitted dissertation, should be granted a Ph.D. 
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